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In Our
______ Opinion...______
The Newsletter of the AICPA Auditing Standards Division*
January 1990
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YEAR-END UPDATES ISSUED
To help auditors identify issues that may be critical to their
year-end audits, the Auditing Standards Division has issued
Audit Risk Alert—1989. This update of current economic,
professional, and regulatory developments was distributed
to all AICPA members as a supplement to the December 1989
“CPA Letter.”
Among the matters covered in Audit Risk Alert—1989 are
the new audit planning, performance, and reporting
requirements mandated by statements on auditing standards
(SASs) that became effective in 1989. The alert also addresses
• how auditors may unexpectedly find themselves subject
to SAS No. 63 on compliance auditing
• certain types of illegal acts that have caused audit
concerns
• “red flags” of questionable accounting and fraudulent
financial reporting

risks arising from leveraged buyouts and investments in
junk bonds
• current lending practices that may affect debt classifi
cation
• specialized industry issues and recurring audit problems
The division also published a series of Current Industry
Developments to remind practitioners of matters that may
affect audit risk in audits of savings and loans, credit unions,
property and liability insurers, and health care providers.
(See “Recent Division Publications,” page 4.) Besides
addressing industry issues, each Current Industry Develop
ments includes Audit Risk Alert—1989.
These are the inaugural publications in what is planned as
a regular updating of AICPA audit and accounting guides.
Current Industry Developments for the other industries
covered by AICPA audit and accounting guides are planned
for 1990.

•

ARSC REVISITS THE “PLAIN-PAPER ISSUE”
by Mark S. Beasley
Practitioners who compile or review interim finan
cial statements for nonpublic clients will continue to be
subject to Statements on Standards for Accounting
and Review Services (SSARS) according to the AICPA’s
Accounting and Review Services Committee (ARSC)—
the senior technical committee responsible for issuing
standards for unaudited financial statements of non
public clients. ARSC held a public hearing on September
7,1989 to discuss issues related to a proposal that would
allow CPAs to submit interim financial information to
nonpublic clients without issuing a compilation, review,
or other report. Based on the issues identified at the
hearing, ARSC concluded that the proposed service
should not be developed. Here’s a look at why practi
tioners believe the service should be developed and the
reasons ARSC disagrees.

What’s The Proposed Service?
The AICPA’s Private Companies Practice Section
(PCPS) Executive Committee and Technical Issues Com
mittee asked ARSC to consider developing a proposed
new level of service to allow CPAs to submit, for
management’s use only, interim—but not year-end—
financial statements to clients without reporting on
them. Practitioners commonly refer to this type of
service as “plain paper” reporting. In place of issuing a
report, CPAs favoring this type of service propose that
the inclusion of a notation or legend that, for example,
there are departures from generally accepted accounting
principles, including omission of disclosures, and that
the financial statements are limited to management’s
use only, would serve to inform users of limitations in
the information provided.

‘The views expressed herein are those of the authors and do not necessarily reflea the views of the American Institute of CPAs. Official positions of the
AICPA are determined through certain specific committee procedures, due process, and deliberation.

Unchanged Performance Standards—ARSC believes
that the current SSARS performance standards are the
minimum standards—or “baseline procedures”—that
should be performed in any engagement involving the
issuance of financial statements. ARSC believes the per
formance standards for the proposed service would be
the same as current SSARS requirements with the only
difference being that the proposed new level of service
would not require the issuance of a report. ARSC thinks
that practitioners who believe SSARS requirements are
too extensive for interim financial statements may have
self-imposed internal quality review procedures that
expand beyond the minimum requirements of SSARS
No. 1 and that the SSARS standards should not be
amended to address that practice issue. ARSC believes
that if a practitioner performs the minimum procedures
he or she should be required to report on those finan
cial statements.
Standards Overload—ARSC concluded that the
accounting standards overload issue doesn’t warrant
the development of the proposed new service since
SSARS already allows issuance of financial statements
that (1) omit substantially all disclosures or (2) are
prepared in accordance with another comprehensive
basis of accounting. CPAs who believe that recent
developments of accounting standards are unduly
burdensome to their clients should consider these alter
natives when compiling financial statements.
Legislative Efforts—Some state societies commented
to ARSC that the proposed new service would have
harmful effects on state society efforts to educate legis
lative bodies about the CPA’s responsibilities. Many state
societies have successfully educated various legislative
groups that the terms “audit,” “review,” and “compila
tion” should be preserved exclusively for CPAs. These
groups believe that the proposed new service would
erode progress made to date.

ARSC REVISITS THE “PLAIN-PAPER ISSUE”
(continuedfrom page 1)

This isn’t the first time that ARSC has considered the
“plain paper” issue. In 1982, ARSC even went as far as
issuing an exposure draft of a proposed standard. While
the issue has been presented in different forms, the
basic question is still the same—should CPAs be
allowed to submit financial statements to a nonpublic
client without reporting on them? Each time ARSC has
said no.

Why Consider The Issue Again?
Practitioners who support such a service believe that
there are numerous nonpublic entities, some without
in-house accounting personnel, that need a CPA’s
assistance when preparing interim financial statements.
They believe that the proliferation of accounting
standards in recent years—subsequent to earlier
considerations of the service—make it more and more
difficult for those nonpublic entities to prepare interim
financial statements without the help of a CPA. While
current SSARS standards allow practitioners to compile
unaudited financial statements, some practitioners
believe that these entities consider the related compila
tion performance and reporting standards required by
SSARS unduly costly. Supporters believe the proposed
service would
• reduce the cost of analysis and adjustments to com
ply with generally accepted accounting principles,
• reduce supervision and review costs in preparing
interim financial statements,
• simplify the compliance with technical standards
when reporting.
In response to these concerns, ARSC agreed to con
sider the issues related to the proposed service and held
a public hearing to ensure that all issues were identified.
Why Did ARSC Say No?
The overview of the issues about the advantages and
disadvantages of the proposed service led ARSC to con
clude that the proposed service should not be allowed.
Why? Here’s a look at some of the reasons.
Unprofessional Service—ARSC concluded that there
isn’t sufficient need to warrant development of the pro
posed service and that, even if a need was present,
ARSC believes CPAs should not perform the service
because such a service is not viewed as “professional.”
Allowing the service may associate CPAs with mislead
ing financial statements that would be harmful to
management and other third party users who inadver
tently obtain the interim financial statements.

What Happens Next?
While ARSC concluded that the proposed service
should not be developed, many of the issues discussed
at the public hearing indicate that CPAs sometimes find
it difficult to determine whether the services they are
providing are subject to the performance and reporting
requirements of SSARS. To help provide guidance to
better explain when CPAs are subject to SSARS, ARSC
will review case study examples of situations where the
applicability of SSARS is in question. In 1990, ARSC will
create “how to” guidance from the review of these
examples to help CPAs determine whether SSARS
applies to the services being provided.

TECHNICAL PLAN HIGHLIGHTS
Letters for Underwriters (AICPA Staff: JANE
MANCINO). At its December meeting, the Auditing
Standards Board (the Board) decided that guidance on
issuing comfort letters to non-underwriters should be
developed concurrently with a proposed revision of
SAS No. 49, Lettersfor Underwriters. Schedule: Issues
raised at the December Board meeting will be addressed
by the Board’s Audit Issues Task Force at its January, 1990
meeting.

Service Center Produced Records (JUDITH
SHERINSKY). At the December Board meeting, the Serv
ice Center Produced Records Task Force presented a draft
of a proposed revision of SAS No. 44, Special Purpose
Reports on Internal Accounting Control at Service
Organizations. Schedule: The task force will meet again
in January and rework the draft to reflect suggestions
made by the Board.
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TECHNICAL PLAN HIGHLIGHTS (continued from
page 2)

Audit Sampling (RAY WHITTINGTON). The Audit
Sampling audit guide will be updated to conform the
guide to the terminology in several recent SASs to pro
vide better “how to” guidance for applying SAS No. 39,
Audit Sampling. Schedule: The revised audit guide
will be available in the third quarter, 1990.
Control Risk Audit Guide (MIMI BLANCO-BEST).
The Board has developed a proposed audit guide to
assist auditors in implementing the new requirements
of SAS No. 55, Consideration of the Internal Control
Structure in a Financial Statement Audit. The Board
discussed comments received from practitioners at its
December meeting. Schedule: The final guide is
expected to be issued in the first quarter, 1990.
Updated Audit Reports (PATRICK McNAMEE). The
Auditing Standards Division, working with various
AICPA committees, is developing guidance that will
update existing audit guides to reflect the new report
ing requirements of SAS No. 58, Reports on Audited
Financial Statements, and SAS No. 60, Communica
tion of Internal Control Structure Related Matters
Noted in an Audit. Schedule: SOP 89-7, “Report on
the Internal Control Structure of Investment Compa
nies,” was issued in December 1989. (See “Recent Divi
sion Publications,” on page 4.)
Auditing Procedure Study: Audits of Small Busi
nesses (DOUG SAUTER). The auditing procedure
study Audits of Small Businesses is being revised to
reflect SAS Nos. 53-62. The chapters on evaluating
internal controls and on analytical procedures will be
revised to discuss the implementation of SAS Nos. 55
and 56, Consideration of the Internal Control Struc
ture in a Financial Statement Audit, and, Analytical
Procedures, in the small business audit. Other changes
will be made throughout the study to provide guidance
that is consistent with the standards. Schedule*. The
revised auditing procedure study will be available in the
second quarter, 1990.
Codification Framework (JANE MANCINO). At its
December meeting, the Board voted to retain the cur
rent organization of the Codification of SASs but to
make minor changes that would make it more useful to
practitioners—including an improved index and a
glossary.
Reporting on Internal Control (MIMI BLANCO
BEST). The Board is considering alternative models for
general purpose reporting on an entity’s internal con
trol structure, determining the circumstances in which
each of those models is appropriate for such reporting,
and developing performance and reporting guidance

under each of the appropriate models. Schedule: At its
February meeting, the Board will discuss issues related
to providing assurance about an entity’s internal con
trol structure.
Reliance on Internal Audit (JUDITH SHERINSKY).
At its December meeting, the Board agreed to vote on
exposure of a proposed SAS titled The Auditor’s Con
sideration of the Internal Audit Function in an Audit
of Financial Statements. This proposed statement
would supersede SAS No. 9, The Effect of an Internal
Audit Function on the Scope of the Independent Audit.
Schedule: An exposure draft of a proposed SAS is
expected to be issued in the first quarter, 1990.
Internal Auditor Procedure Study (RAY WHIT
TINGTON). The Auditing Standards Division, together
with the Canadian Institute of Chartered Accountants,
is preparing an auditing procedure study on the use of
internal auditors. Schedule: This procedure study will
be published in the first quarter, 1990.
Use of Confirmations (DOUG SAUTER). The Board
created a task force to develop guidance on the use of all
types of confirmation procedures in audit engage
ments. The task force has proposed changes to the stan
dard bank confirmation form and a notice to
practitioners that explains the revisions. Schedule:
The projected issuance of the revised bank confirma
tion form is pending approval by committees of the
banking industry. The Board plans to consider a revised
draft of the proposed guidance on the use of other
types of confirmations at its April meeting.
Financial Forecasts and Projections (MIMI
BLANCO-BEST). The Board created the Forecasts and
Projections Task Force to deal with problems encoun
tered in implementing the guidance in the Statement on
Standards for Accountant’s Services on Prospective
Financial Information. Schedule: A statement of posi
tion titled Accountants’ Services on Prospective Finan
cial Statements for Internal Use Only and Partial
Presentations, will be issued in January, 1990. In addi
tion, an exposure draft of a proposed statement of posi
tion titled “Reasonably Objective Basis and Other
Questions Affecting Prospective Financial Statements”
will be issued in the first quarter, 1990.
Computer Auditing (JANE MANCINO). The Com
puter Auditing Subcommittee is currently drafting two
auditing procedure studies. One presents a case study
illustrating how SAS No. 55, Consideration of the Inter
nal Control Structure in a Financial Statement Audit,
may be implemented in a computer environment. The
second will update the guidance in the audit and
accounting guide, Computer Assisted Audit Tech
niques. Schedule: The first procedure study is
expected to be published in the second quarter, 1990.
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RECENT DIVISION PUBLICATIONS
The auditing standards division issued five updates
alerting auditors to current economic, industry, regula
tory and professional developments of which they
should be aware as they perform year-end audits. A
general update, Audit Risk Alert—1989, addressed to all
auditors, appeared as a supplement to the December
issue of the “CPA Letter.” Separate booklets on the fol
lowing industries were published: Savings and Loan
Industry Developments—1989 (022051), Credit Union
Industry Developments—1989 (022053), Property
and Liability Insurance Industry Developments—
1989 (022054), and Health Care Industry Develop
ments—1989 (022052). Each of these updates is priced
at $2.50; $2.00 to members. Audit Risk Alert—1989
(022050) is also available as a booklet at $2.00; $1.60 to
members. Write or call the AICPA order department,
listed below.
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SOP 89-7, “Report on the Internal Control Structure
of Investment Companies” (014838) was issued in
December 1989. This SOP is $2.75. Call or write the
AICPA order department.
The International Federation of Accountants has
issued an International Statement on Auditing, The
Relationship Between Bank Supervisors and External
Auditors (019435). The statement examines the essen
tial features of the roles of supervisors and external
auditors of banks with a view to clarifying the precise
nature of their interest in the conduct of banks’ finan
cial affairs. Copies are $2.50; $2.00 to members from
the order department.
AICPA
Order Department
1211 Avenue of the Americas, New York, NY 10036-8775
800-334-6961 (USA), 800-248-0445 (NY)
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